By Loughlin F. McHugh <

Financing Small Business in the Postwar

Period

Summary

THE present ariiele presenis o brigf deseripzion of, and yome of the preliminory findings in, o profectead compreiensios
stuicdy of bsiness Arancing by the Office of Business Economics, As griginally plagened, the aurvay woas to inpestigate
Seiranclfal reguivamantts of imicll end medinn slze fireer fa busingss and the adeguecy of availabla finds wrdar the cor-
ditions presxiling in the Iooer postieor perieod.  The ouctbreak of Korean fostilities and the subsequene changes in the
choracteristics of the sconomy negouiitated the cancellation of the major pore of this sindy at this time-—=though it {a

important auxiliary soorae of fnonciog.

requirerments were aleo important in the demand pleatare,

expectad a sitmilar large-seale aurvey wiil be xndertaker ot o loter dats.

Praliminary steps dwere completed, however, and in vew of che goreral interest in the subiect it roxs folt edolsable 1o
prosent somo of the tentatice findings. The indtlal somple study tean confined to o small nemcher af pmall and intermediote
rise manyfoctaring and retail trade firees in business duaving the IZ-month period andad Jure 30, I950,

TIn this porled. tho survey lndlented, two puat of three frma finanecd their roquireoments from internol sources.

The mpjority of small bhupinesnes noeding onteddo eapitol wern antinfind with the smount of funds available.

Drermand fox outside fonds by thoese lacter Srms was primartly in the focm of borrowed, rather thag eguity, capital.
Itonke were the major souret of these fonde, but other Gnancial institutiones, feienids and relatives consiftuted an

W¥hile working capital requirermcols acoounbed for the principol abaro of totol demond for outeiile (unds, longer termy

The cost of enpital funds did not appenr to be n doterrent to borrowing in the periad aurvoyod,

Tht¢ amoant of funds desired but nok obtained accounted for ronghly 21 billion or about ane-sixth of the vetal demand.
Thi# uneatisfiod domend, largely in monnfactating coald not be cvaluated as to reosanabloness ot economiis soundiess
on the basia of information now avpilable, In the lorgor atody suchoan svaluo o will be attompted.

This discussion of small business financing in the pustwar
period is bosed on the prelimi findings in & projectad
major etudy of husiness financing Ly the Offica of Business
Feonomics, The puipose of the swivey ns planned was to
iovestignte the total demand for squiiy and debt enpitnl by
business, the extent to which this demond remains wnfilled
under present institutions! and market condiiions, and the
natures of the unfilled demand,

Plan of broad study

The information was to be obiained from mailed question-
naires sent t¢ approximately 20,000 firms. The concerns
wore to be chosen on the basis of sciantifieally desipned sam-
pling procedures. It was hoped to obiain bolonce sheet and
carpngs information from a smaller sub-sample, including
afl who indicated unilled needs for sapital. After analysis
of the replies and related fingnciol data it wos lanned Lo
contact not only the fivms which were unabla to obtan funds
although appenring to mest ohjective stondards of soundress,
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_reductions,

but also their potentinl suppliers of fuonds in erder to deter-
mine the major factors giving rise to ooy goap in the demand-
ﬂua‘]ﬂy situation. . .
ha period for which the study was plonned and for which
the preliminary results were gbtained—the year ended June
30, lﬂﬁﬂ—apgﬂmmd t be exceptionslly favorable for such o
atudy. The latier port of 1049 featured milkl reccsgionary
tendencies, with some moderate price reductions, inventory
liquidlation and & slmkenin% of the pace of ceonomie netivity,
By carly 1930, these dovelepments had for the most part
rm their course and renewed expansionary trends were in
evidenca. For the Hm'iod a8 4 wholoe, conditione were still
very prosperous with cutput maintained at closc to penk
mostwar vates, and consumer and business demeand con-
tinuing relntively hélg’n. While somc t'rigll!;unin% of bank
credit wes apparent during and ofter the period of inventory
e cost of borrowed funds remained at Ehe
relntively low rates which had prevailed throughont the war
and postwar poriod. :
vantitative information on the nature and mmount of
unditled busmess demans for fimds under such cirenmsatances
s nlmost entiroly lacking, and data on the sctoal relume of

1T



18 SURVEY OF CURRENT EBUSINESS

autside funds received are at best incnm]{‘l:ha or very irag-
mantary. ‘The few prior studies along $he imes contemplated
in the OBE study were not only not so comprehensive but
dealt for the most part with financing under depressed condi-
tions in industry generally. Henes, it was extremely diffieult
to differentinte between the various institutionsl snd cyclienl
foctors invelved.

Worlk on the project wes temporarily holied following the
outbreak of Earean hostilities, MNew problems of financ
in the d economic gituntion camne to the fersproun
but they were basically diffarent in chnracter from thoas
which would be encountored in mwte normal peacetime
conditions.

Preliminary steps token

Bome preliminary steps were completed, however, cover-
in'ﬁdthe period ed June 30, 1950, Thess naluded (1)
i1 interviews with approximately 100 business firms te
test the feaaibility of the approuch, and (2} the miling of
questionnaires to o
tabulation information recetved from three quarters of thess
firms, This enmple wea to serve ns o test of the nature and
meagingfulness of the rosponse which might be expected
from the largar study.

The results of the preliminary stages of the survey were
thought to be both promising and interesting and it is hoped
thot the larger E:jojeut. will be carried oyt at some lnter
time, Ponding this development i} was deomed desirabla
to publish the gquaniitative ahd otbher information gaimed
from the initinl stages of the study.

Limivations on interpreiation of results

One cannot stress too muoeh the v tentative noture of
the quantitative information obtei thus far from the
study, Wirst, the sample used was very emall and hence
tha dota reperted are subject to o substontial margin of
error.  Secondly, the informatior at hand does oot permit
the fulfilling of one of tha principal purposes of the study—
an evaluation of the nnture of the unfilled damand.

Coverage of study

Ai an sarly sfage in the plnunjnghuf the stndy, it was de-
cided to concentrate wiiention on the smalier business firms
alreedy in existence! It wea felt that the major _gﬂg: in
available information on business financing was in thiz field.

The study was confined $0 manufacluring and retail trade.
Use was made of the recorde of ths Burean of Old-Age and
Survivors Insurancs for the first qunrter of 1948 in choosing
o random sample of 100 firms in each of these two industries,
eliminating the larper corporations registered with the Securi-
ties snd Exebonge Commission. Data for the 1948 quertar
wers the Jatest available ot the time the sample was pulled,

It ghould Lz nofed, however, that =mnce files of tha
Barean of Oid- rnd Survivors Insurence served a= the
basis of tha sampla, and these files do not cover fama with
no smployees, thare is & eignificant omission in the sampla
resultg relaiing (o this numerieally important smallest ize
group. This emissicn probably means thai the results tend
to vnderstate the financial proklams of small businesse: and
to overstate the degree of their finoneiel independence since
the omitted group is heavily weighted with reatively now
concerns, frequently undercapitolized and generslly un-
sensoned. )

Thus the universe to which the aample data apply includes
oll firms in menufschoing snd retai] trade other then those
with no omployees and those which are registered with the

1 Far ik Ils prosesibed la che favl Lhe oobvers it peluplly rondoed to tbaso Oioma in
ettt Bl s b o ol v

h
of T bartineanss  She leaneg of fhe Survey of Catriot Dreemtear 1148, Aprl]
1840 and April wnd June 1950

random sample of 200 firms and
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Securities and Exchange Commission. The latter include
virtually ail the very larga firms. Basically tho sampie refers
to s ond intermediste size firms, in which the smoller
size group was prademinent. The largest manufroturer in
the sample—a wonborrower in the period surveyed—emn-
E};ﬂj’ﬂﬂ_ﬂﬁl people in the first quarter of 1948; the largest

r}‘owmi::‘mnufmt-u:m' employed 168 persons in the 1948
period. nong retailers, the largest in the sample employed
30 persons in 1948, For brevity, the universs represented
in the sampla will be referrcd to as "small buginess” in this
articls, although it does not correspond to any precise dofi
nition of small business.

Response bias

Befora discussing the eample results, it should ba mentionad
thot thess findings are subject not nnig; to tha exrrors of sam-
pling already referred to but to o bisg from the nature of the
response, 1. e., thoss responding may or may not have been
typical concerna from the point of visw of financiol problems
gncounterad by businesses in the smaller size categories.
The direction of any such bizs which dees exiet is not lnown
at this time.

In view of the ynusually high response-—infarmation on
business status was obboined from three-quarters of the firms
sampled, either from the response to the ¢riginal quastion-
nnirg or from the folle pnd in view of the similerity
of the results ¢btained from the original and followup re-
spondents, it is felt that the response bias is probebly amall.?
Within the limita of the sampling errors, therefore, it ia felt
the quantitative date are sufficiently scourate to serve as
the besie for some generalizaticns.

Postwar setting for study

These generalizations, it must be noted, should be viewed
nob ooly In ths light of the period in which the snm]pla gtudy
was made but of the recent preceding finnneinl his A
While as indicated above, the period eovered by the study
wos one of g'anﬂra.ll]y prosparous conditions, i€ moy be noted
the total demand jor business capital funds was st e refa-
tivaly low level for the peatwar period. Although fixed
eapital requirements were still sloss to the postwar peak
Dew working capitol needs were low, with the npward trand
of inventories nnd receivables act-un.fly reversed in the letier
Em't. of 1349 and only renswed on & modest senla in the first

alf of 1850. On the otherhand, anumber of firms reported—
both in the mterviews and m snswers to the gquestion-
naire—~that banks snd other lenders in late 1949 and enrly
1950 were prassing for inventory liquidstion and in the
process were more reluctant ihan formerly to male or
renew buziness loans.

Principal Findings
Little demand for outside equity capital

One of the interesting and significant featores of the protest
results was the almost total lack of indication that existing
amall firms were looking for cutsids ﬂ:&uit capital. Thua the
bulk of equity funds used and demanded by small business is
made up of original equity investment and retained mmirlgls.
{In this eonnoetion, it may he noted that singe the sample
woz confined ta existing firms, demand for capital in setting
up new business was excluded from the survey.t)

In the pretest interviews, there was some evidence that
firms woul@ hove been interested in such finnncing but did
not serionsly consider the prospoct for & variety of reasons.
There are two major aspacts of the equity capital queation ps
it pertains to zmall business which apparently explain the

t Far lnrkhaor disooesion of $ho respansa, ;oo Leoknicol wokes ol i ond of the artichs,
1 s stndies yrewiodaly rolarrod bo o fontnots 1.
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dearth of demand for equity funds, In the first place, most
gmell businessea ars eifectively shut ount from the organized
equity capital markets because of the generally locelized
nabire of the business and the very high cost of reising smoll
amounte of equity funds.

SBacondly, o number of studies have found that even if out-
side equity cupital were available to mmall businesses, thers
would be considernbla reluctancs to malte use of meh funds
for fenr of diluting the control or earnings interest in tha buai-

PERCENT DISTRIBUTION OF MANUFACTURING AND
RETAIL TRADE FIRMS BY STATUS OF DEMAND
FOR FUNDS, JULY 1, 1949-JUNE 30, 1950
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ness, Vary often small businesses are family affairs in which,
the owner does not wish to share esrnings or control with
“putside” intarests, Thus,itisnot too ﬂ:ﬁpmng that thebull
of the demard for oniside funds hy businassman was in
the form of loan coapital.

Demand for borrowed funds

The demand for borrowed funds by the sample firms is
shown in the above chart and in fabfe 1. From these datn it
seama clear that duving the period covered in the study—
July 1, 1949 to Juna 30, 1950—the la munty of smanll
businessmen in munufacturing sod re a encounterad
no etrilang diffleulties in finnocing their capital vequiremen ks,
Enugiﬂ% two gut of three concerns ia sncl of thesa industiics
were able 1o financa their needs from internal sources. An
additional Emlp acecunting for 30 percent of the respond-
enia in retnl tra.cia‘, and one-ifih of the manvfactorears in the
anople, while needing to borrow funds, received all the money
they considered neegssary. Thue mu%'hlg 85 percent of the
manufacturers and about 95 tof the recailers sampled
':Eara apparently satisfied with the volume of funds avatlakle

The remaining firms—L56 percent in mannfecturing and
ghout § percent in retniling—were unable to obtain all the
funds they considsred netessary for most efficient gperstion
or expangion of their business. As is indicnted by the table

-ahown for the “unmet detnand!
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the only sizable grovp of unsatisfed borrowers wers the
manufncturers who had obtained some funds but felt that
they could have used larger smounts. The semple revented
but e negligible proportion of small businessmen in both
manufacturing and retailing who desired cuteide funds but
wara wnabla to obtain eny funds

Tablo L.—Tercentage Distribmtion of Fiems in Sample by Stotue of
Pemsand for Funds, Jaly 1, 1%49-June 33, 1950
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_ It i= interasting t¢ note thet the avernge size of the addi-
tional amounts sought bub not obtained was actually larger
than the averaga of the amouwntz motually received. ‘ﬁiﬂ
iz indicated in the first chart l:;y & comparison of the aress

ge maosurad by pumber of
Iom;a}t-hu loft-hand PBar) and by the amount of the lonn
desi (the right-hand bar}. This result reflects in part
the predominance of corporate moenufacturers in the proup
wistung to borrow more than received—sines these manu-
facturers typically borrowed larper sums than the nons
corporate manufzcturers or retailars.  Ii also reflects how-
ever the unsatisiied desire o obtain longer term finanain
of major capital axpansion programs whigh were considere
necesanry or desicable by the firma.
on_the findings of the sampls, the total gpross
demand for lunmiia'fﬁy existing small and medium size mang-
facturing and retail firms in the yenr onded June 30, 1950,
amountad to nbout. $6 hillion, of which about $5 billion was
actually received and in the neighborbhood of $t billion
or ooe-sixth, was desired but not obtained. Bacause
the very small size of the sample, thezs shsoluts figures
are subject to a aubstantial maigin of error.  For this reason
the figure should not be regnrded other then ns n rough
order of magnitude of the demand for loans by small firme #
It should al=o he noted thas the $5 billion figura repressnts
Fmsq loans made in the tslmod, reflecting not only the ariginal

ending operaticn. but ¢l renewsals of existing lonns.® L.}
total inelides nat only loans from banks but also borrow-
ings from imsuraice companies and other institutional lenders,
equipment supplicrs, friends, and relatives. It does not in~
clude ordinary @ade payables,

Legal status and indusiry of borrowers

As may be seen from table 2, the volume of horrowing
during the period was fnirly svenly divided batweon corporate
ane noncorpivate firms and bedween manufocturers end re.
tailere, That the menuvfacturing industry (in which ihe
corporate form of oxganization is relatively mors important)
did not account for o lnrger share of the funds horrowed by
small business may seem somewhat surprising at firat glanes,

1L Eheanld ba tho Inforreation derfved from ko aomple prabably tonds to
atalo Lhe Oramaiml heeda of 3o nw“-um-wﬂ:muﬂdpﬂnr:mt m:nunnm

1 bassiness sl
Tl oo
1 unlvkrg ke whlch ¢ Oguras mpply alre b bomo Inmind. T fclados onl

Ayl
thewt Biema with ook or Tipro smplopeos whilah
Barhaogs Uommissbon wad Which ware In wmmﬁm 'ﬁf?f 5;"5‘:’.%“;’5}’ :h"E mﬂﬂﬁnﬂd
In Miﬂuﬂﬁ [} the pecond quartor of 1080, Fioms with oo o, Yo labernc com-
et ﬁnﬂ"ﬂwhhnrﬁmut ot Toand Soets, thta ta harrowpg bolglod Sbout
gy -1y
#H Bllion, WHE rgels Sooounilug bor the mmulnlfi'; bl hara, ue o




20 SURVEY OF CURRENT BUSINESS

particularly in the light of enrlier gtudios which indicated
that manulesturing wn;;iﬁtcut-er rclative importance.  For
cxample, in o survey of buainess bank loans outatanding
made by the Boord of Governors of the Federal Resorve
Systomn in late 1048, §t was fownd that menufacturers ac-
counted for about three-gquartors of the volume of leans
cutsianding to the account of manufacturars and recailers,

Toble Z—Apgrrogate Amount Dorroweld by Smaoll Buainess, by
Indaatey Growvp ond Formn of Orgonizstion, July 1, 1949-
Junc 30, 1950

ABCTEPALY
Indusbry and lognd siatue {mﬁh %ﬁ_m
thon
LAr3)
4.6 i |
24 Dir
o [\77]
a3 L
Y] -]

Bowree: U, 8, Doparkment of Cmoitieres, O0cp of Puslnse Bemomboe.

Samgpling errors may well account for an important il&l“t‘-
of such different resulés hut a few othor factors should be
nated in thesa comparisons with other findings, such as
differences in coverage and in the periods io which the
studies are made. The Federn] Reservo study, for example
referred only to bank loans whereaa the OBE study cov
oll loans, wire i some indication in the findings from the
OBE sample that in retailing somewhat preater dspendenecs
wus placed on nonbank sources of Joans. .

crhups of even greater importance m explaming the rela-~
tively hjg]nlmglmp«urtiun of retnil borrowing compored with
louns to s manufacturers may be the choracteriatics of
the peried in which the OBE atudy was mode.  As indi-
cated above, the period was ona of congiderable readjvstment
in inventorics perticularly in the Initer pare of 1948, With
retail buosiness and inveniovies bolier maintained than
manuiaeturing, it is possibla that the pressure for loan
reduction was less In evidence in reteiling then in menu-
facturing.

Sources of funds

Ong of the more important nspects of the Commerea
study of emall business finaneing is the attempt to place in
perspective the relative importance of the various sources
of finencing small business, which, taken in eonjunetion
with the mown information on sources of funda for lmge
concoeins, will make posgible the sliminntion of a major gn
in infermation on spurces of financing for business in general.

Toble f.==lcroonia Diatebbntbone of Numnler mnd Aggeegate
Amonnt of Semall Buziness Loans by Souree of [ﬂnn,ﬁnlr 1,
1949 Juno 34, 1954 —
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While the pretest results clearly confiem the recognised
redominance of commercial banks in the field of Anancing
emall businesses’ normal reguivements, it is equally clear
from the date thus far collected that nonbank sources con-
stitute an importont ouxilisry methed of finaneing amall
husinesa (table 3 and chart on this page). One out of eve
five loans mode to small business in manufacturing and trade

‘the importance of intermedinte and long
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was carried with finaneial agencies other than banks, and
theae loans accounted for about one-sixth of the aggregate
amount loaned., The chief nonbank financial sources of
funds wora ingurance companies (through poliey loang) and
l loun concerns. Incluwding losns made by friends nad
rolntives, nonbanl: sotwrecs sccounted for about one-third of
the numbar of loans made and 20 percont of the agpregnts
e mination sypplied in th f the stud
srmnation supplied in tha prelimi etages of the sty
suggests that in IFP a degres mmnﬁﬂmw of funds
wera regarded by bomrowers as 'lines of last resort.” A
number of businessmen ware reluctant to “mortgage’ their
insurance envings, to apply to smnll lonn companies to to
pppeal to their relatives and driends. They did so when the
necessary funds could not ha obtained from other sourees.

Term lending important

The preliminary findings from the snmpla survey teatify to
g tarm borrowing in
meeting $he financial requirements of smoll business in the
poestwor poriod. Loons of one year or more accounted for
about one-fourth of the borrowing of emall mannfzeturing
and retailing firms in the period of the survey, both in terms
of the number and amount of loane, whils o similor proportion
of lransctions involved the intermediate type borrowing
with maburitics rnngng irom 91 days to one year (table 4).
Thus only about percent of the hnrrﬂmnﬁ related to
shorter maturities of 3¢ days or less. These findings eppear
to be in line with the recognized trend in recent yeors toward
incrensad emphasis on term lending to business,
Despite the dg'rowing importance of term borrowing in the
postwar period, information revealed by the pretest results
suggests thai the evailehility of lonp-tarm fands etill consti-

PERCENT DISTRIBUTHON OF NUMBER. ANE AMOUNT i
OF SMALL BUSINESS LCOAMS BY SOURCE OF :
LOANS, JULY 1, 1949-JUNE 30, 1950
Percent
100
OTHER LOANS
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tutes one of the major problems in smalt business finnneing.
In the ahsence of more adequate a&uit-y financing it appears
that a considerable unmet demand for long-term borrowed
capital exists among emal] business firma,

The pretest sampling information does nul;gmmit n brenl-
down of the term lonns made into relatively shorter or longer
maturities. Other stwudies, such as that of the Federal
Reserve Board in 1946, show that the bulk of term lending
to small business is for from ong to throe yenrs, On the
other hand, the pretest information obinined snggests that
& significant portion of the unfilled demand for funds on the
]:rlg.rh of emall bueiness ia for longer-term funds of from 5 e
10 yenrs.

Toble #—lercentage DNstribution of Numbcer and Agges

Amonot of Smal) iness Loans Marurity of Loansy, July 1,
1949-Fanea 39, 1950 by
|Prueent]

o i | At
e g o) 5
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Booreo: T. B, Dhafar menk of Sommaresy, O es of Dusinedd Economics,

Importance of small loans

Data presented in tnble 5 and the churt on this page clearly
reveal the importance of the small lean in the financieg of
the smaller giged firms. Roughly two out of thres business
loans mada in th:cfmriud naun'ﬂz-feu:g,fen:}lr involved sums of less than
$5,000. Intermedinbo sized loans of from $5,000 to $26,000
acpounted for an additional 30 percent of the toial number
of loans made. As might be expectod these smaller sized
loans represented a substantially smaller fraction in terms of
dollore borrowed, with loans in the less than $5.000 closy
accounting for only cne-fifth of the oggregete lending. At
the other extrame, the bigger loans—$25,000 and over—
which aceounted for roughly & pareent of the number of
Yoans, involved two-filths of the aggregate borrowing by
amall business.

Terms of borrowing

In the light of the gensrally prosperous conditions prevail-
ing in the postwar ]m%gl:l, nmi{ t%a general ease in the postwar
money market, it is not surprising that tha eoat of borrowing
did not appear to hava bean o signifiennt, factor in determing
the sveilability or smount of funds borrowed. While the
oversll nverage, 4.8 percant, moy oppear to be on the low
gide, it may beseon from table & thai the avernge is dominatad
by the shorter maturities which carry somewhat lower in-
terast rates than the term leans of 1 year or more.

The frcguenﬁii diztribution of loans by interest charged
as shown in table 7, pregente a somewhat different nspect o
the guestien. The medisn interest rate, for cxnmpls, is
somewhers in the neighborhood of 5% percent eithar in tarms
of number or dollwr wmount of loane made? A sizable
rumber of borrowers were reguired to pay at & rate in excess
of § percent.

A more soricus considerntion shaping the course of bormrow-
activity was the collateral requirements demanded by
lendexs, erally spenking hoth actuel borrowers and those
who wanted but d1d not get funds felt that lenders were nsling

11t s oy Kt tha sotosd ilercak ch P d by the smpls Arme lands ta
o] d,slumnﬂo ﬂmlmrmmwﬁ“ﬂﬁ'm%ﬂmm with loqusmm%
I ks posal by, mormoror, MMMWIHINEFMHMMHMHMHM AT [N
the motusd ete, ‘T fhdier could o dernbiy higher than tha forme:, paytieoiat]y wisTs
Ehe Tond i3 ropadd e iy wts.
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FERCENT DISTRIBLTION OF NUMBER AND AMOUNT {3
OF SMALL BUSINESS LOANS BY S51IZE OF LOANS,
JULY 1, 1949 = JUNE 20, 1950
Parcamt
Ho
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for considerabiy more collatern] than seemed justified by the
size of the loan requested or the financisl condition of the

applicant,
The “Unsatisfied Them and™

One of the most significant arpects of 1 hroad stody auch as
projected by the Office of Business Keonomics s the light
that moy be shed on the amount and nature of the demand
for Junds by small business which is not being met through
existing institutiona] ements. An abiempt wos ma.ﬁe
ot 0 B‘y to discover the demand of those firms which had
been refused funds sought, ineluding those who hed part of
their requests filled, bui alse those who had formulated g
relntively eclear plen of finencing—including the amount
thought mecessary and the form of financing thought most
suitabla—but who had not attempied to riso the maney for
one reason or another,

As indicated earlier, the pretest results suggest thal for
small businessmen in the industries survayed demnnd—
predominantly in mnnufaﬂt.uring—nmounl:ai to about one-
sixth of the totel demand and represented primarily funds
desived in addition to amounis actually received. Thers iz
some indieation from prefest interviews that o few firms may
have failed to report demand for funds which they had

roviouely eonsidered but hnd not acted upon bocnuse they
new from past experience with their sourees of financin
there wns little or no chance of remi‘;'i)rlllg the capital,

On the bosis of the information sollseted so far, it is not
oazible to aonlyze the nndure of the unmat demand, such s,
or axaanpic, how realistic it is in the light of the businessman’s

finaneial condition, or why the funds which might reasonably
be expected by busines=men wers not actunlly obtained.

Neodless {0 say, however, sound economie reasons would
dietate rafusal of some of the “unaestisfied” demend reported
in the study, and the broader sucvey, it is ted, would
ghed more light on this subject. A recent study by the Re-
copstruction Finance Corporation of emall business loans
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mude or refused by that oy in 18484 % may sid in placing
some of the aspects of tlus problem in porspective.

Reconstruction Finance Corporation experience

During 1848 and 1949 the RFC reecivad over 18 thousand
applications for lomns invelving $2.7 Dbillion. Acfion wos
toleon on 13,479 cases, with approximately 4,000 being with-
drawn before action was token. It should be remembered
that the terms of the law require thet RIC sid be gronted
cnly after o ehowing thot the funds veguested by the bor-
rower connot be ¢btained from the usual privete lendin
sources on ressonable terms and that the loan be zo secur
a8 ronsonnbly to nssure repaymont.”

BFC nction on those loana wos as follows:
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Thas in this 2-year expericnce, RI'C found that it wos pos-
sible to authorize loans to 8 thousond applicanta. 34

loans znthorized by the RFC involved a sum of one billion
dollare, or more than half of the total requesia involved in
the applicatione. On_ the other hand, loan spplicotions
turned down amounted to slightly less than 4 billion dollars,
or 46 percent of the total.

A r:ier:.k on & sample of 300 loans nutherized by RFC
which had previcusly been refused by ﬂl:ﬁvnbe lenders pros
vides some clues ns to the resson for the bank refusal and
an to the eredit worthiness of the borrower. The averape
anthorization involved in these loane emounted to $30,000
and no loan exceaded $100,000.

The reasens given to tha applicants by banks for refusnl
o moke a loan are summarized in table 8.

Toble E—FPorcento Distribotion of Number ond & te
Amount of Small Bosinesws Lonna by Size of Loon, July 1. 1945
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It is clear from this table that the Jargest aredit igap for
smnll business in the private financing situntion was for long
term loans. Froctically hLelf of the banlks which the bor-
TOWers 4p ad refused the loan because of its long
maturity., These loans refvsed ranged from two to ten years,
with five yeors o fairly typical torm,

Another interesting fosturs of this toble is the relatively
few instances—7 peoreent—in which the banks explicitly
cited the 1isky or unsertain Anancial statns of the borrower
as the principal renson for refusel, Presuwmably, in a large
proportion of cazes, such considerntions lay behind the other
reasons riven,

As moy be seen, gollateral deemed insufficiont or unsce
captable Iy the banks was also an important factor in the
deninla. In this connection the RFPC mada a study of the
eollateral offored hﬁ'uupp]ieanta who had been refused loans

the banks but wha were granted Ioan authorizations by the

FC. In these cosea it wos lound that the appraised velue of

L fa ot -portain of soaesn, thal i b abbion o G Tooonst ition Finaeos Dorporatka
slhaf i made by thot azoney would ack hnvs beso made by oswr kndars,
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Table Gr—Average Intereat Rate of Loanes to Small Business by
Length of Loan, July 1, 1949=Junc 3, 1950
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the eollateral was 2% times the lonn value and 1.3 times tha
smount of the Toan granted {the “loan vulue of the colloiernl
reprosents the appraiser's ostimete of the valus of the asseta
realizable if liguidntion of the business wore required, whereas
the apprajsed wvalue is the value of the aseet to a poing
cONCErn ).

It i3 nlso possible from che RFC study to throw spma light
on the probable merit of the unfilled demand a3 rew in
the OBE sample survey. It will be recalled that the EEU
that
%ﬁgncy in 1948 and 1949, A study mnde of 3,225 demals in
the yoar 1948 indicated thet in over 60 percont of the cases
msufficient collateral was the major veason for the decline,

Table T=FPergentapr Diatribntion of Nuembor aod A e
Amount of Loans to Small Boginesa by Intercst Rate, E;niw 1,
1949=Jamnc 38, 1950
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with sneertain eaynings sbility, manngemeant factara or pooy
finanoial condition nccounting for the majority of the
rawnaining cases. A study of the collnternl offered in these
coses indicated an appraised volue 1.6 times ond loan valua
a?ua.l to 0.7 o the amount of the loon requested. In most
of thesa ensea of inenfficient collaternl, secondary yat impor-
tpnt rensoms ‘were Eivan for the refusnl, principally the
uncertain earnings sbility of the npplicant.

Such data wonld suggest that o part of the “unsatisfied
fringe” uncoverad in the OBE stuedy included cases in which
}Jru ent lending policies by lenders wonld distats refusnl of o
cen application. This i= not to qu however, that in all of
these cases, credit abould be withhe d from the firms seeking
funds. It iz possible soms firms refused sredit could prove
to be satisfuetory ercdit risks with respect to ability to pay
the cost nnd principal of the lonn requested. Cne of the
prineipal objoctives of tha study oullined by the OBE will be
to supply faelunt information on this question.

Tahbte 3.—Reasons Why Banks Dogllned 300 Small Business Loons
Authorized Iy RFC, 1948-19
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National Produet and Income In the Firet Three Quarters of 1051
{ Coniinned froon page 10)

industries in which wage ratea differ are also reflected, nnd
may have been significant in the period nnder review. An
axact breakdown of these elements is ncither possible nor
neeesearily menningful, but ro calculations su
the last of them—au shift to highear-paying induvsiries—
pln%?nd on sppracinbls port in raising averngs hourly earnings.

ile the rise in howly carnings was the most important
inflyence in the ngrﬂgﬂta, thare were soms industries, no-
tably durablesgoods manufacturing, whare it was outweighed

the employment factor. Also, there wers diffcrontials

m_'ﬂ tima m ]tl.hi:ui'}a!utwm_ 1mpnrt.nn¢:_ of f?am by in.qtmia,
with average ho snrnings nccounting for & pro Ve
greater, :1,:13;1B employment E:vr  lesser, share of tﬁa rise ii
&m&h}ma compepeation during recent qumrters.

the July-September period, in iact, employment in
private mdusiries edged downward; and avernge hours
worked per wook have declined slightly since the heginning
of the year, fllowing an appraciable rise dwing 1950, Asa
rosult of these developments, nud with advonces in how
cartings =0 slowing dowm, the upswoep of private payrolls
was reiarded in the second quarter and virtually halted in
the third. In the distribntive and service industries, whore
pay raisca had lngged behind those granted enrlior elsewhers,
wozea and salaries rose somewhant furher ofter mid-year.
But in the commodity-produeing industries, including du-
rabie-goods mannfacturing, they stipped below he second-
quarter rata.

Nonwage components of income flow

Propriotore’ and roniol income as a whole movad up from
19450 to the flrst three quarters of 1851 by about the same
preportion as totnd personal income, Nonagriculturn] bus-
mess snd foasinnal proprietors’ eamings, however, wers
considerably mors sluggish than the personal income aggre-

te, b2 was rental income, while the reverse wes fruc of
mnors’ earnings.

The latter, 03 alrendy noted, rose I:i-uolpnrhiumtely More
than any other ‘]:rl"':.*;lt:;l]wzn:lr form of income. Chiefly
yeeponsible for this favorabla showing was the wiokent upward
spurt in agricultural priees in the first § months after mid-
1950, outstripping by a sizable margin the pencral price
ndvane: of the same pariod. Farm priees have declined in
cach month since Febiunry, but not nearly as fast o8 the
roz0 uptil then., For t.hiis'am* through Septombar, scoord-
in%gr, tha avernpn remoined for above that for 1850,

the coase of livesiock, there was plso o slight growih
in the sonsonally ndjusted physical volume of marketings,

t that -

a0 thai & 22 percent riee over last yeor's price average was
nccompanied by a corresponding inerense in eash receipts
from hivestock enles. It 1= to thesa that the expaneion of
farm income can be pscribed, The sessonslly adjusted
volomae of cropz marketed in the fivgt 9 months of 1051 wes
npprociably below the 1950 volume, and, meoreover, crop
prices changed subatantinlly less from Jast yeor's avorage
than did those for livestock. Annordin%y, the crop com-
ponent of morketing roceipts wos o little lower than in 1950.

Entrepreneurial income in nonegricultural industries did
niot kkeap pace with the genersl advanes in the first 3 quorters
of 1051. [':hm'.ﬂgI prinapally to the slackenad rate of con=
sumer spending during the spring and summer, noncorporate
husiness earnings in wholesals and retail trade showed np
an a5 nll over lnst year, despite o bulge in the first quarter.

roprietors in manufacturing fered reloiively well, but have
minor weight in the noncorporate business total.

For the Brak threa quarters s & whole, dividend payments
at annnal rates were near the lavel of dishursamanta duri
1950. Thelatier had included exwaordinarily high year-en
disbursements, partly in anticipation of she higher personal
income tax rates effective in 1951,

The meintenance of high dividands this year oceurred
despite o substaniinl drop in profits after tax resulting in
part from the ti:’gﬂﬂﬂ}" inereased Federal corporats inceme
tax raies. In ihis connection, it moy be noted that the de«
crense in profifs aiter tax olse reflected to o large extent
lowear inventory piofits in 1951 then in 1950. Thesp in-
ventory profits, which are cquivalent to the excess of the
replacement cost of goods sold over their i coat, may
be somewhnt discounted by corporate management in de-
tarmining dividend declarntions, ¥ inventory profits are
eliminatod, the deop in ﬂﬂmﬂta nftor taxes a5 eompared with
1950 appenrs much smaller, and profits befors tnxes, 2o nd-
justed—as included in the national income—actually show a
percentage inorease somewhat larger than for all other dis-
tributive shares sombinad.

Personal interest income inereased a little more than divi-
dends, but likewiss contributed insignificantly to the peneral
advanca fram 1950 to 1951, Only tmnsfer ﬂﬂﬁniﬂ, how-
ever, were actnally lower this year than . Their de-
chne—about $2% billion—refiected primarily the inclusion
in 1850 of tha Jarge veisrans’ life nsurance dividend dis-
bursements, as other changes were ud:pmmmutral}' offeetting,
Unemployment eompensation benchits dropped, and State
vaternns’ bonusez virtuslly digappenied hui henefit pay-
meints under the amended Old-Age snd, Survivers' Insurance
program nearly doublad.



